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Abstract                                
The main objective of this study is to urge national governments to ensure that local and regional governments are not 
disproportionately impacted by budget and fiscal reductions, arising from the economic and fiscal crises. The 
economic crisis that has led to a fiscal crisis in many countries has had controversial impact in the global economy. 
For instance, many local and regional governments are trapped between increased needs of citizens, growing 
demographic pressures, and minimal financial resources. Taking into consideration that local governments’ financial 
strength is always below that of national governments, the challenges faced are severe. However, this study 
recognises that local governments cannot always avoid significant budget reductions. The study also recognises that 
innovative ways of organising public services, aiming at reducing overhead costs, and preserving, as far as possible, 
the level and quality of services provided to citizens and communities need to be taken into consideration.  The study 
argues that, successful change also depends on good planning and consultation even though this incurs up-front costs 
of transition. Moreover, good quality investments for local economic development for instance provide employment 
and help meet other economic, environmental and social objectives. The findings reveal that, trade related activities at 
local levels could be instrumental in facilitating economic growth and fighting economic crisis. 
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1. Introduction 
Economic crisis can hit the world harder if inadequate decisions are taken by leaders in countries that 
undermine the merits of decentralisation which is consider in this paper as a policy and a strategy for 
sustainable local economic development. For instance, the economic, fiscal and financial crisis have led 
in many cases to other steps by central governments to take back more control over their local and 
regional governments. This is achieved through financial strings attached to grants or transfers, through 
reorganisations carried out without adequate consultation, or through new laws limiting local discretion. 
Sometimes, political changes at national level have also led to the curtailment or reversal of ongoing 
decentralisation processes. 
Nowadays, in many countries, we see a risk of “recentralisation” by central governments, reversing a 
worldwide process, since the 1980s, of democratic decentralisation. The current study argues that this is a 
dangerous tendency which emerging democratic countries are vigorously opposed to.  The study further 
argues that, strategies related to strong local self-government are an essential element both for economic 
growth and social progress [8]. 
Therefore the purpose of the current study is to investigate that, those Global problems and challenges 
cannot only be analysed and tackled globally because all issues start at grass root level and are therefore 
local. Even though questions related to war peace and security or violence and natural disaster as well as 
climate change require international and national level action, in all these fields, local and regional 
governments should and must play a pivotal role in bringing out local solutions and strategies that will 
support global ones. 
In support of the above statement, the study further argues that, successful change depends on good 
planning and consultation even though this incurs up-front costs of transition. Moreover, good quality 
investments for local economic development for instance provide employment and help meet other 
economic, environmental and social objectives. In this way, social and economic crisis will be under 
control. In an attempt to bring a local solution to recovery from global recession, this paper seeks to 
answer the following questions: 
Can fiscal decentralisation stimulate LED? 
If local economic development can be stimulated, what roles do local governments and local 
businesses play in the recovery process? 
In an attempt to answer the above question this paper is planned in the following way. A review of the 
literature is briefly presented concerning the role of fiscal decentralisation in fighting crisis related to 
corruption that feeds the economic crisis system. A hypothesis is equally developed to support the 
theoretical framework of fiscal decentralisation as a condition for fighting economic crisis. Next, the 
study has used a qualitative research approach through focus group and structured interviews to 
investigate the hypothesis regarding fiscal decentralisation during the recovery process. Finally the 
researcher provided the research findings and discusses their implication for this study.
2. Literature Review 
The way public finances are organised in a country forms the basis for all activities at all level of 
governments [1]. It is the responsibility of national governments to design and supervise a system under 
strategies that work, and a challenge for local authorities to use their limited resources for delivering 
better local services. Strategic management research has made available to researchers and decision 
makers a range of strategies at local level to curb socio-economic crisis. One of these strategies is fiscal 
decentralisation [4]. An argument for fiscal decentralisation is that, it increases accountability in the 
spending and raising of public goods by moving government closer to people [3].  
By moving government closer to the people gives more legitimacy to local government to engage with 
local economic development strategy and policy. This of course requires a sound leadership through good 
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governance. Fiscal decentralisation without good governance may undermine local economic 
development initiative to boost growth. 
Fiscal decentralisation is defined as the transfer of taxing and spending powers from central to local 
levels [11]. Past studies revealed that developing countries are generally more centralised than most 
industrialised countries. As a consequence of dissatisfactions from centralised economic planning, 
reformers are relying more and more on decentralisation to break the grip of central government by 
facilitating broader participation in democratic governance in an attempt to fight corruption and economic 
crisis. 
This led to fiscal decentralisation to become an important instrument of good governance in previously 
centralised economies over the past two decades [7]. The main hypothesis in this study is that, fiscal 
decentralisation leads to greater accountability which in turn helps to fight corruption [1]. By fighting 
corruption, fiscal decentralisation entails expending the decision space of local government to become 
autonomous.  By becoming autonomous local governments are able to raise their own revenues and 
undertake additional projects for development purpose [2] and  [3]..
Past studies have revealed that, as part of their recovery strategy, many countries have used 
decentralisation projects to help their government    implement relevant aspects of their fiscal 
decentralisation policy to boost growth at local level.  Fiscal decentralisation project provides assistance 
in different thematic areas: Fiscal decentralisation policy; Financial management Institutional 
development and support; District services; Community accountability [4] 
 For instance a study done in Rwanda has shown that, fiscal decentralisation policy component 
supports high-level policy discussions. A senior economist advised on the likely fiscal impacts of changes 
in legislation, developed a database of district financial information and also helped to draft laws and 
regulations based on economic considerations. The financial management component helped the Ministry 
of Local Government to develop the overall framework for district-level financial management. The 
institutional development component then took these directives and translated them into training and 
technical assistance packages suitable for local officials, using adult learning techniques and follow-up 
coaching  [4].. 
 The district services component piloted an innovative solid waste collection and biomass recycling 
activity in three sectors in the capital city of Kigali via a public-private partnership. Here the emphasis 
was on community consensus building coupled with appropriate technology and training. In addition, the 
community accountability component piloted participatory techniques to increase public accountability at 
the local level. 
As a result of this, fiscal decentralisation projects have had a positive impact on fiscal decentralisation 
policy as it provided the economic underpinnings for the government’s two main mechanisms to transfer 
revenues at district levels. The first mechanism supports development projects and the other maintains 
equilibrium in income among rich and poor districts. The decentralisation policy offered policy and legal 
guidance to improve the design of the district property tax and facilitated the creation of a database of 
district-level revenues and expenditures for modeling purposes.  
With regard to the financial management and institutional development, decentralisation policy 
facilitated the improvement of district-level financial management systems provided training. In terms of 
district service some women associations joined forced and collected wasted from households. From 
these activities women were able to generate revenue locally and this saw household waste tariff 
collection rates increased from around 20% to around 75%.  
Cleary then, the recovery approach requires some adequate strategies for sustainable growth. The 
crisis that hit Rwanda after the civil war prompted politicians and international to propose some set of 
policies to take Rwanda out of the poverty and put it in the path of sustainable socio-economic 
development. Fiscal decentralisation policy, as argued above was one of the policies. Output has since 
been growing steadily and there is substantial consensus that Rwanda’s growth could reach 3-5 percent in 
2014. Rwanda’s recovery seems to have steadily broadened beyond its initial dependence on domestic 
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consumption, and we have recently seen the beginnings of a recovery in, both, exports and domestic 
investment. Many economists are predicting solid growth for the year ahead. Inflation has been kept low 
over the past year. The Rwanda’s franc has been much more stable. Short term interest rates are equally 
in a much more supportive range although; here too, there is considerable room for further progress. 
Finally, the poverty rate has fallen back sharply to well below its level at the peak of the crisis.  
 What explains these results? What stands out is the development and implementation of a sound 
macroeconomic framework, supported by successive measures to restore confidence for instance, in the 
banking system and rebuild key economic institutions, especially the following: 
Fiscal policy was allowed to become expansionary with the broadening of targeted social spending 
programs. Successive banking system reforms have been implemented, backed by a comprehensive 
guarantee on banking system liabilities, especially the closure of insolvent banks, and the recapitalization 
of virtually all the remaining banks. All these strategies are put in place for recovery purposes and require 
good local governance for their sustainability 
3. Methods 
The study adopted a qualitative research approach. Qualitative research is based on the assumption that 
“reality is constructed by individual interacting with their social world’ [10]. Hence it focuses on the 
interpretations and meanings given to that social world. For instance Usher [12] argues that, the task in 
social sciences is to interpret social meanings and is not a search for scientific truth. The basis for this is 
to understand social world as constructed by those that experience it. Knowledge is thus seen to be 
contextual and limited by how it is understood, perceived and interpreted. For the purpose of this 
research, the data collection in focus groups and in-depth structured interviews with key informants was 
supported simultaneously with the use of digital voice recorder and note taking. During the interviews the 
researcher wanted to know the strategies that could be used at local level to fight economic crisis. The 
researcher equally wanted to assess the strength of local governments and the impact of fiscal 
decentralisation in stimulating economic growth. 
The focus group consisted of a panel of 6 participants. A total of 6 focus groups were established. The 
respondents were drawn from civil society, local councillors and mayors from municipalities as well as 
government’s delegates. In conducting the focus group, the researcher introduced the topic and rules were 
set such as only one person should speak at time without intention to dominate others. Each participant in 
turn made an opening statement regarding their experience on the topic. This paper chose focus group 
because it secure setting was provided for a discussion without fear of criticism. An in depth discussion of 
the topic was adequate. Such discussions were very useful in drafting questionnaires. 
During the structured interviews, the researcher put a collection of questions from previously compiled 
questionnaire to a respondent in a face to face situation and recorded the respondent’s answers. The 
researcher asked specific items of all participants. The interview consisted of pre-determined set of 
questions. The researcher often used a detailed interview guide similar to a questionnaire to guide the 
question order and the specific way the questions were asked. This approach is equally useful in this 
paper as standardised questions were asked in a predetermined order to all respondents that provided 
uniform information which assured the comparability of data. 
The researcher also reviewed the fiscal decentralisation policies and fiscal decentralisation related 
strategy papers developed over the past decade. The researcher reviewed policy contents and ascertain 
whether they addressed the needs of the local citizens to curb economic crisis in countries such as South 
Africa, Nigeria or Cameroon etc... 
Data analysis of the raw data largely constituted two steps: the researcher transcribes the entire 
discussion. This provided a complete record of the discussion and facilitated the analysis of the data  [10]. 
4. Analysis and Findings 
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During the analysis process 79% of the respondents argue, that fiscal decentralisation is the backbone 
for recovery, if local governments are given free role to fight corruption, generate and manage their 
revenue. [5] argues that, the dominance of central government in all spheres of economic life contributes 
to the under development of the local social and economic fabric. This partly contributes to economic 
crisis that hit most struggling economies hampered by internal squabbles and maladministration. Internal 
dependency on central government increased and central government bureaucracies become the ‘glue’that 
hold it all together.  
In proposing local solutions to a global crisis as [5]  suggested ,  95% of the respondents think that, 
local government have an important role to play in creating local economic development (LED) to curve 
the scourge brought along by the economic crisis.  They argue that, local economic development is about 
new roles for the public sector. This applies not only to central government but also to local governments. 
Firstly, they posit that local government is to provide the right mix of local public goods and secondly to 
facilitate or enable other actors, communities, private firms, workers and NGOs, to make their most 
productive contribution in the community economic growth. 
 With the help of respondent argument, this paper was able to propose a strategic definition of LED 
that best fit the objective of this study. The paper therefore strategically defines Local Economic 
Development (LED) as a process in which partnerships between local governments, community-based 
groups and the private sector are established to manage existing resources to create jobs and stimulate the 
economy of a well-defined territory. During discussions, 89% of the respondents help the researcher to 
identify a number of strategies in the management of public affairs that aim to stimulate local economic 
development. These include inter-alia, the creation of local safety nets. The paper argues that, creating 
local safety nets and reducing insecurity is fundamental for creating better conditions for local economic 
development. Day care centres run  for instance by women groups can be the basis of local mutual 
support networks at neighbourhood level. Financial safety nets can be created through the formation of 
savings and credit groups to meet income emergencies. Examples are the ‘Savings and co-operative 
Societies’ in countries such as South Africa, Nigeria Cameroon. 
An additional strategy was pointed out by nearly 90% of the respondents, they argue that, growth point 
or growth centre  should be taken into consideration where governments could  concentrate public 
infrastructure investment in particular places, possibly in combination with other incentives to attract new 
firms into an area, this will boost businesses and solve unemployment  problem.  Another form of strategy 
the respondents argue, should seek to promote the creation of clusters of enterprises. These programmes 
assume that geographical concentrations of local producers are already in existence and that through joint 
action among local producers a new range of advantages can be created, strengthening the 
competitiveness of the clusters. Business support services and inter-firm cooperation should be principal 
road map of action. Another strategy should focus on group learning for local producers to acquire new 
competencies. However, agriculture plays a pivotal role in the economies of low-income countries, 
accounting for 70% of employment UNDP [13]. Therefore  the rapid introduction for instance of new 
agro-exports (e.g. vegetables and fruits and flowers in Cameroon, Nigeria and Kenya respectively) is 
based on the existence of group based learning of the norms and standards for the products and of 
associated production practices and techniques (especially quality control). Often an actor, playing a key 
role in the governance of the chain, contributes to the spread of new knowledge to the local producers. 
This may be foreign buyers , a local business association or a local enterprise agency. The most advanced 
type of programme seeks to generate collective learning whereby the latter extends itself to the enterprise 
support network. 
5. Concluding  Recommendations 
Economic crisis usually happened when countries are unable to meet basic needs for their citizens as a 
result of inadequate policies and maladministration. This situation is generally followed by rising 
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unemployment and limited service delivery. The international strategic management has over the years 
identified a number of strategies that could be proposed to shed the way for the recovery process. Among 
these strategies, this paper has chosen to use a local approach to ignite the recovery process; this is why 
fiscal decentralisation has been chosen as the backbone for this research.  
From the focus, most of the respondents agreed that fiscal decentralisation should be considered as a 
local solution to curb economic crisis because they argue that; fiscal decentralisation refers to an 
intergovernmental system where the balance of power should move toward the sub national sector for 
better administration that includes good governance. The respondents further argue that fiscal 
decentralisation policy should be more effective by broadening the tax base from trade activities. It 
should also allow for alternative service delivery in social services. For instance, a tariff which is a tax on 
important good or service into a country, usually collected by custom at point of entry is seen as 
government revenue, specifically in newly emerging nations. It can be seen as an alternative policy for 
economic growth. 
However past studies have shown that fiscal decentralisation can only succeed, if local governments 
are more effective. Equally, most of the respondents from the focus group argued that with this approach 
in mind, local governments are able to achieve a lot by trying to fight “Global crisis” locally. They further 
argued that regional measures for instance related to trade can be a contributing factor that supports local 
initiatives. In making global trade works for people. The UNDP [13] convincingly argues that, trade, 
especially with developing countries and the least developed among them, should be seen not as an end in 
itself but as a means to achieve development and fight economic crisis. 
Therefore, developing countries should use the consensus principle related to trade more effectively to 
reach agreement on issue important to fighting economic crisis as regional trade agreements could be 
instrumental in promoting economic growth and generating resources for human development activities. 
Local governments together with their central governments should increase external transparency and 
public accountability especially to civil society to fight corruption.  
There should be a collection of players consisting of firms, research and training institutes, and local 
authorities, which must have relative decision-making independence and relative autonomy in making 
strategic choices. Local producers have to develop associational capacities, at the level of the firm, at the 
level of inter-firm cooperation and the commodity chain and at the level of enterprise support systems. 
The main challenge is to get the interaction right between these elements. This surely will allow 
management to fight corrupt related activities and other crisis. 
The local citizens can perform strategic enterprise support functions that cannot easily be done 
centrally. The national level is too high to cope with complexity and detail, while the local regional level 
allows for an appropriate incorporation of local diversity and specificity. Local network must be forged 
which facilitate coordination and convergence across these three elements. 
5.1.  Local development 
When a local economy develops a certain export base, this gets reflected in its built up of these 
infrastructures geared to serve it. For example when an area is specialised in particular agricultural 
production or manufacturing sector, specialised physical and socio-economic infrastructure will be built 
to serve it. For example a technical training centre to form skills in related trades and occupations. 
Warehousing facilities and freight infrastructure expands in response to demand. A tourist area is likely to 
develop different training institutions offering different skills and passenger rather than freight transport 
infrastructure facilities. Part of this infrastructure is public sector and timely planning and development of 
these infrastructures will stimulate complementary private infrastructure services. Together they enable a 
locality to improve the basic conditions for the economic activities to stay competitive and expand. 
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Locality development is about the planning and realisation of these infrastructures and of relevant 
economic and social overhead capital in the locality. 
Locality development is not restricted to the export base of an area. It also has to address the orderly 
development of the non-basic sector of the local economy. Many large cities in low-income countries are 
characterised by what the World Bank called declining ‘urban productivity’. The rapid growth, rising 
density and geographical expansion of the cities give rise to complex and deep going restructuring 
processes in land use and of urban spatial organisation. Cities have been unable to meet the rapidly rising 
demand for basic services and utilities and the lack of urban planning contributed to more congestion and 
internal maladjustments. These problems have contributed to increase production and transaction costs for 
local producers. Furthermore, the growth of urban population has intensified the ‘struggle for urban 
space’, in terms of illegal squatter settlements and conflicts between the commercial sector and the street 
or informal sector activity. 
Locality development corresponds to the management of the entire local territory. That is to say, built 
up physical infrastructure and economic and social overhead capital of the locality in such a manner that 
it generates the balanced development of all land uses, resolving land use conflicts, minimising negative 
(congestion, pollution) and maximising positive externalities (agglomeration economies). Localities that 
succeed in better management of their territories contribute to enhance the competitiveness of their 
economic activities. It may also improve the local quality of life. Together these may make the locality 
more attractive to external investment, firms and people. 
Local government may have positive impact by coordinating its own public sector investment 
programme effectively. A local development strategy plays an effective role as it identifies the overall 
local development priorities; defines a set strategic issues and related action programmes, both for public 
and private sectors and in doing so, provides a basis for coordination of complementary investment 
programmes. 
In terms of urban planning and design with the improvement of commercial centres economic 
performance can be improved. Central Business Districts (CBD) areas should be attractive for residents 
and prospective investors. This requires a physical planning process supported by a co-operative attitude 
of both the local authority and the potential beneficiaries, e.g. local businesses and local community 
organisations are ready to discuss existing problems and to set in motion actions to implement action 
plans. 
The basic services to be provided are water and sewer, electricity and street lightning, access roads and 
sidewalks. Public private partnerships can increase the capacity of local governments to provide 
infrastructure. One of the important challenges of local development is the creation and expansion of 
economic and social overhead capital. This refers to public, non-profit and private institutions in the areas 
of education and training, research and technology, information and communication serving the locality 
as a whole as well as institutions dedicated to its specialised industries. One of the roles of local 
government, together with other private sector and civil actors, is to contribute to create and or to attract 
to the locality (branches of) specialist providers of such overhead capital. 
5.2. Actors in local economic development 
The context for local economic development has enormously changed in the last two decades and so 
has the thinking about policies. Central governments have considerably reduced their responsibility for 
place prosperity. Localities and regions have been thrown onto themselves to take responsibility for their 
own development. Mostly by default and occasionally by design, local actors have been given the 
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frameworks and have themselves developed the full range of processes to do so. Developing competence 
for local development policy is a slow and difficult collective learning process. 
The range of actors has increased, including governments, communities and their organisations, 
nongovernmental organisations and now also private enterprises. The debate on enablement has made 
clear that governments continue to play a role, albeit a different one, alongside communities. 
Communities and their community-based organizations (CBO’s) continue to be principal actors but are 
themselves undergoing changes. Government enablement concerns a fundamentally different way in 
which government conducts its affairs. Instead of self-contained, hierarchical bureaucratic processes, 
mediated by more or less democratically elected politicians, enabling governments seek to involve other 
actors in the formulation and/or implementation of government policies and programmes. 
 With regards to community organisations, it is important to make a distinction between grassroots 
territorial community based organisations (CBO’s) and ‘self selected’ grassroots groups. The former type 
is all encompassing and broadly representative and multi-purpose organisations. Often, territorial CBO’s 
are framed by local tradition and custom and increasingly also by local or national government 
legislation. 
A women’s savings club is an example of a ‘self selected’ grassroots group. Such groups are mostly 
single purpose oriented, more homogeneous and are less hierarchical. Every member participates by 
virtue of its accepted membership. Whereas territorial CBO’s have been the main focus of community 
development efforts in view of their public character, in the context of markets, self selected community 
groups become more important. In order to strengthen the position of community groups the formation of 
second and third level community organisations is important: i.e. associations of grassroots groups and 
federations of associations. The establishment of associations and federations has several important 
advantages. Firstly, numbers raise voice. Apex organisations can yield a more than proportional 
influence. 
Secondly, associations can facilitate sharing of information and experiences and contribute to learning. 
Thirdly, thanks to their larger size and scale of operation, associations can undertake functions, which are 
not feasible at CBO level. Second and third tier organization can strengthen the autonomy of CBO’s vis -
à -vis the state as well as the market. 
    Local producers and their association: Clearly local producers themselves are key actors in 
enterprise and local business development. Inter-firm cooperation and joint action plays a central role. 
However, local producers are very often individualistic and find it difficult to combine competition with 
cooperation. Several commentators have indicated that joint action and inter-firm co-operation, of the 
kind enumerated above, does not come easily. Some argue that such collaboration requires a kind of 
external catalyst or brokerage role [9]. The multiple roles of business associations (BAs) in economic 
development are increasingly recognised. Associations may take a variety of forms. Traditionally, they 
represent their members in their dealings with government and lobby for more favourable economic 
policies. They also often negotiate collective wage agreements with trade unions. Their other traditional 
function is a social one. An association provides a reference group for individual entrepreneurs. 
 More recently, the emphasis shifted to two other functions, the provision of real services and what 
some have called ‘private interest governance’. The experiences with new industrial districts provide 
ample evidence of services, such as information, training, technology and marketing. Private interest 
governance refers to regulatory functions performed by associations, especially establishment of norms 
and standards products, best practices and codes of conduct. The associations can also resolve conflicts of 
interest between firms. 
5.1 Local government 
Several factors have contributed to a more prominent role for local government in local economic 
development. Much in contrast to past practices at national level, local governments generally realise that 
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they are but one of many players involved in local economic development. Most local authorities, also in 
relatively affluent countries, spend a relatively minor fraction of their budgets on direct economic 
development support. More important, however, are the manner in which they discharge their main 
functions and realize their economic significance as a) a source of economic opportunity and b) a service 
enhancing or inhibiting enterprise development and competitiveness. New industrial district studies have 
confirmed the role of local governments but also stress that local government initiatives rarely play a 
decisive role in the economic development of the clusters. 
It is important to stress here that LED does not refer only to local institutions but also to decentralised 
sector and national agencies. The participation of key stakeholders may generate new forms of local 
economic governance. These may consist of public or private ones, as well as partnerships. In many 
countries there has been a veritable explosion of differently constituted local economic development 
agencies, fora, platforms, commissions etc, that play a role in coordination, promotion and support. 
Specialization and localised learning may thus lead to the development of new tailor-made institutions, 
which in their turn enhance local capabilities. The broadening of the local institutional base is one of the 
central messages on local economic development. 
In proposing solution, local governments can also play a leading role in making Global Trade Work 
for people at local level through the principle of comparative advantage. In fact, some classical theorists 
argue that comparative advantage was driven by difference in production techniques. Therefore trade can 
be facilitated across local borders and this is likely to create employment and contribute to economic 
growth. The funds generate from various activities could be used locally for additional programmes and 
projects. In this way economic crisis can be effectively undermined.  
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